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Note: This statement was prepared immediately after Senate pppr roval. 
of the Act to Relieve the Existing National Economic Emergency | 
by Increasing Agricultural Purchasing Power. Some changes are 


to be expected before Congressional action is completed. 
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A sound solution of the farm problem is only one- 
part, though an exceedingly vital part, of the whole program of national re- 
construction. In fact, it is now cleazly recognized that an equitable farm . 
purchasing power must be restored if adequate consumption of industrial prod 
ucts is to be revived, 

That is why farm legislation has been one of the paramount issues in 
the present session of Congress. That is why we are todgon the verge of 
putting into actual eee a an Act "to relieve the existing national 
economic emergency by increasing agricultural purchasing power." 

It is essential that farmers fully understand this recovery proposal 
and learn how it will affect them when put into operation. They need to know 
how it may rescue agriculture from the vise of low prices and burdensome debts. 
Particularly, they need to know exactly, step by step, how this is to be accom 
pe For in the last analysis, the farm act is basi ready made, self~ 
operating panacea. Rather, it is a new opportunity that will succeed in just 
the proportion that farmers and other cooperate in making it a success. 

The major farm organizations joined with economists and other special~ 


ists in framing this legislation. lt was drawn out of a wealth of experisnce 
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and study -- not in defiance of the present economic situation, mt with that very 
demoralized condition in mind. 

Now, the devastating turmoil of the world's economic system has been so 
thoroughly discussed and pudlicized, that there is no need to review it here. 
However, certain basic difficulties must be brought into bold relief to show how 
the farm act proposes to attack them, 

The outstanding fact is that changed conditions have left American farmers 
stranded with an unwieldy production of the major agricultural products, chiefly 
cotton, weeat, hogs, and com. This is an after-math of the World War. Under the 
stimilus of war prices md patriotic appeal farmers increased their production. 
Subsequently, partly because of inherent difficulties in farming itself mt mostly 
because of our national policies over which the individual farmer had no control, 
chronic surpluses persisted. For a decade agriculture languished. Then wita the 
crash of 1929, foreign import restriction mounted, our exports dropped sharply, 
and mountainous surpluses backed up into the home market. Farm prices rode a 
toboggan to ruinous depths. 

Many of the damaging post-war changes that led to a loss of a large snare of 
our normal foreign markets could have been avoided or at least weakened in their 
unfavoravle effect on American agriculture. For example, when we beceme a creditor 
nation we might have elected to permit our debtors to pay us in goods. We did not 
choose to do this. European nations, acting only as debtor nations could under 
the circumstances, fell back on a progrem of self-sufficiency, and began to cut 
dow on imports of our products, particularly our farm products. This was especial- 
ly destructive to agriculture. By means of production subsidies, and by tariffs, 
import and exchange quotas to keep out foreign goods, they encouraged their own 
farmers to increase to the limit the production of hogs, wheat, and other farm 


products. We have, as a result, seen the amazing condition of wheat in some foreign 
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dollar to two dollars a bushel, while 


world price couldn't find a buyer. 


countries selling for all the way from one 


our own wheat offered at the ruinously low 
For a while the loaus of Anerican money abroad, particularly in the case of 
But such a situation could not continue. 


. 


Germany, helped keep up an export demand. 
We were merely taking money out of one pocket and putting into another, and trying 
hat we were running a profitable business. 


to fool ourselves into thinking t 
Then the crash of 1929. European nations intensified the very things they 
Import and exchange quotas operatinz to 

and this method of inducing 


were doing as debtor nations for years. 

the detriment of our export trade mounted in severity, 

At present, for example, only one 

wneat, and even 
dealings, 


self-sufficiency spread to other nations. 


Huropean country, Denmark, does not have tariffs azainst imports of 
through a new regulation of foreizgn excnanze 


the Danish zovernment, 
come into control of flour and zrain products importations. 
A depreciation of foreign currencies nas further demoralized foreign trade. 


really as 
The net result of all of this is that a once profitable foreign outlet has 
for grain, cotton, and other products 


by the vast carry-over 


partially dried up, and our own storage houses 
best evinced 
times as much wneat as 


have bulged accordingly. 
The existence of our surplus problem is 
carrying two to three 
carry-over of at léas 


We now are 
wave on nand a cotton 


Wy e 
Production of tobacco in 1942 was 


of the major commodities. 
three times normal -- a carry-over so large that we could cease to zrow cotton for 


we normally do in trade channels. 


a year and still be able to supply the demand. 
reduced considerably from the level of 1921, but stocks of old tobacco increased so 


total suvplies at the beginning of the 1922-22 season showed only moderate 
Op 2 2 


declines 


that the 
from those of a year earlier. 
ample, is equivalent to about three years! disappearance, wnereas the usual rela- 
tionship is for supply to be oaly adout twice as larze as disappearance. 


Hogs are in a bad situation because of the swift shrinka 


The present total supply of burley, for ex- 
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lard market, notably of Germany. ‘here is likelihood of an increase in total 
pounds being offered for market hzre in the United States, in spite of a decrease 
in numbexs farrowed in the past year, because of the unusually large corn crop last 
fall. it is estimated that the present demand, here and abroad, would not render a 
reasonable price to the farmer unless the quantity offered for market is reduced by 
about one-firth. rt is true that hoavy supplies arc being absorbed by tne home 
market , but only at a disastrously low figure. The surplus here is just ag real as 
if it was a huge accumulation of stocks. 

In dairy protucts, we are very near to spilling over on an export basis, in 
which case, we would be in merciless compctition with New Zealand and other heavy 
dairy exporting countites. It follows, of course, that dairying, being still so 
fear a balance of production and consumption domestically, would have much less of 
a surplus problem with any general revival of industrial activity. But as long as 


other types of farming are comparatively worse off, there will be a gradual swing 
to milking cows, with the formidable consequence of greater surplus. 

If our foreign trade could be reviwed immediately by negotiating reciprocal 
tariffs and making intergovernment debt adjustments, there might be some chance for 
American farmers to escape adjusting their production. Sut while such is actually 
contemplated already by the Administration, the process would necessarily have to 
extend over severel years. This is too long a, period with agriculture in such u 
desperate condition. Moreover, mere wiping out of trade restrictions would not im 
mediately, if ever,. take out of production the many acres of farm land siich have 
been pushed into cultivation in Europe during the psst few years. 

The job, therefore, is to adjust production in these basic oommodities so as 
to restore a working balance between production and effective consumption. This is 
not to say that the United States should withdraw entirely from the foreign market; 
it is merely to say we must cut the cloth to fit 4 new situation. Of course, under 


present restricted conditions, such balancing, except in the case of cotton, would 
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bring us down considerably closer to a straight domestic consumption basis. The 
farm act recognizes this necessity, bvt also leaves the tning flexible so that in 
case Toreign demand does pick up, farmers can readjust production in the same pro 
portion without endangering the parity price on the domestic quantity which the 
act is primarily designed to re-establish. 

Agriculture cannot longer fo in impoverishing her soil and keeping her citi- 
2zcns busy at raising unsalable excesses which the world will net and cannot take 
except at starvation prices. For when we try to force an unwanted surplus on a 
eaturated world market, we set a terribly low price, and it ;is this world price 
which controls the price on the quantity consumed within our ovn country. Excess 
production is a type of waste through unnecess2ry work which is fully. as bad from 
a social and economic standpoint as idleness among city workers. Over-employment 
to produce an excess is the. opposite of under-employment which fails to produce 
enough -——- but both are forms of economic waste. 

If we arco to aporoach a parity price for agricvlturl products -—~- that is, ° 
sell at a price level which holds the pre-war relationship with things farmers 
buy -— we are up against the proposition of getting our production of such crops 
as wheat, corn, hogs, tobacco and cotton down on a par with effective consumption. 
As things stend, this means that we must retire around forty million surplus acres 
from the reising of major cash crops. The only other alternative is to resort to 
the law of the jungies; to let our present production run on in disoraer until 
so many farmers are starved out thet the survivors with the ensuing smaller prod- 
vuction will be able to get back decent prices. 

Now the new farm act recognizes the two big things that #11 agriculture: 
First, low prices; and second, the inability of agriculture to eliminate unaided 
the causes of these low prices, particularly the major cause, an unwieldy produc+ 
tion of the basic commoditiss. 

The adjustment provisions of the new farm act are specifically designed to 


correct these deficiencics. The act will enable participating farmers to adjust 
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production by rewarding thom with benefit payments, and the farmers! income will 


be incre:sed toward an equitable basis becauce these benefit payments will make up 
as nearly 1s possible for the amount that the regulsr market price falls short of 
the cquitasle price. The act nrovides that these benefits shall be paid to the 
participating farmers as soon as possible after the act gacs into operation, say, 
practicaily atthe same time that the produced acts to adjust his: acre xge or his 
total production. 

thus tho farm act gives prompt results. Under it, the participating pro- 
ducer will not hive to w.it for the more gradual improvement in the open merket 
price, which eventually would follow a genurnl adjustment in production. Instcad, 
his benefits will come around the same time that ho adjusts production. Practical 
ly spcaking, this is only guarantocing results that would come anyway, but from 
tho farmors! standpoint, it makes the plan still more attractive. 4nd from a 
national stendpoint, this prompt incrcasing of the agricultural purchasing power 
is now regarded as desirable for a goner2l stimulation of all business. 

i great many people seem to have become needlessly confused by discussion 
on ths metuods of bringing about this production adjustment and the payment of 
benefits £0 farmers. In reality, the principles governing these methods are com 
paratively simple. ee producers have voluntarily taxen so much land out of the 
crops on which the plan will operate (the necessary percentage of reduction to be 
determined by the United States Department of Agriculture after careful consider 
ation of foreign and domestic conditions) or after they-have reduced the quantity 
of the commodities grown for market, they will be entitled to bencfit.payments 
which,when added to the regular market price they receive for the commodity, will 
give them as nearly &S possible 2 total return equal in buying power to the im 
coma received for the same quantity of the commodity in the comparatively stable 
preewar period 1909-1914 (éxcepting the price levels for tobacco, milk and its 
products which will be returned to the post war rather than the pre-war relation= 


Ships). The preewar parity, that is, the ratio between the prices the farmer ree 
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ceived and whet he paid in the pre-war period, is the most practicabie gauge avail. 


able for equality on most of the basic farm commodities. In this period, we had 
attained after a century of adjustments, relatively stable and fair returns to ag- 
riculture and industry: the best balance, betwoen major producing groups, in terms 
of prices, production, and returns on investment. “ho nation was then on an even 
keel, 

The funds for these benefit payments? At the outset, the Secretary of Agri- 
culture is permitted to draw on an appropriation of $100, 000,000 from the Federal 
meen ry for rental and bencfit payments and for administrative expcnses. In other 
words, government credit will be utilized to make the act effective without delay. 

The regular fund for benefit payments will be accumulated by the Treasury 
through taxing each unit of basic farm commodities (covered in the act) processed 

Internal] 
Tor human consumption. this job of collection will be in the hands of the Bureau of 
Revenue. The funds obtained in this manner then will be turned over to the Devart- 
ment of Agriculture for disbursement to farmers. 

Although it is not definitely worked out as yot,, there may be a lag between 
the time the farmers got their benefits and the’ date the processing tax actually 
Will apply. During this intormission, if there is one, farmers will be spendi 
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their oxtra tncome, and hence will stimulate business and employment} 
creasing the ability of the consumers to handle any portion of the processing tax 
that is passed onto thom by the processors and distributing agencies. 

The processing tax for a given marketing period shall not excecd the difs:.- 
ference besween the average going market price and the price it ought to sell for 
to be on the equitable parity with ines farmers buy. This parity price is known 


in the act as the fair exchange value of the commodity. In general, as the market 
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price approaches the fair exchange valuc of the commodity, the processing tax 
on this commodity is decreased proportionately. When the regular market price 
reaches parity, the processing tax will be removed, 

During the six-months period, ending March 31, the average fair exchange 
value of wheat would have been 93 cents per bushel. The actual farm price for 
the United States for the same period avoraged approximately 33 cents per bushel. 
Thus, in order to have obtained a parity return for the producer tho maximum 
pir eesine tax would have been 60 cents per bushel. 

Parity ! It is the word of most significance in the wholo adjustment 
section of the farm act. In order to understand the real meaning of parity it 
is necessary to differentiate fully between price relationships and prices. 

For example, getting pre-war prices on farm products does not necessarily 
restore pre-war relationships bdtween the farm price level and the price level 
of things farmers buy. A pre-war price of $7.50 a hundredweisht on hogs 
would not restore parity to the hog farmer, unless the things he buys also 
were no higher than pre-war. On the other hand, if things farmers buy 

should come to sell for one-half. of their pre-war figure, hogs would be 

on a parity if they sold for one-half of their pre-war figure. Lit is 


the ratio or relationship of the farmers! "selling price level" to his 


"buying price level" that counts. It is what mekes or does not make parity. 
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By waat means will production be adjusted and farm income raised toward 
parity? There are several methods allowable under the bill. The “ecretary of 
Agriculture may lease the acreage of land necessary to effect the desired reduction 
in production of the several basic commodities. In this case, the participating 
farmer would get immediate benefit in the form of a rental payment and permanent 
benefit in the subsequent rise in prices wnich production adjustment eventually 
brings about. | 

Or the Secretary may employ the original allotment method; that is, re- 
ward farmers who adjust production with a benefit payment to give them a fair re- 
turn on that percent of their average production which is consumed here in the 
United States, Under this plan, the benefit payments as nearly as possible, would 
be large enough to make up the difference between the market price that the farmer 
actually gets for tne domestic portion of the crop and its fair exchange value. 
Obviously, as the market price approaches the fair exchange value, this benefit 
payment would be reduced accordingly. 

By bot controlling production and conferring benefits on all who par- 
ticipate, the new farm act thus stops up two inherent loopholes in pracvically all 
other farm relief plans. Former vlans either attempted to confer benerits on all 
without being able to control production as in the stabilization activities of the 
Federal Farm Board, or they attempted to control Sa ees but had no device for 
limiting benefits to participants, as in the case of the cotton and tobacco co- 
operative "insiders" who cut acreage only to see the benefits go to "outsiders" 


who simply grew all the more, 


Under the new act, if non-participating producers try to defeat the plan 
by refusing to adjust oroduction or by actually increasing production, they only 
defeat themselves because they are left at the mercy of the regular market price. 


At the same time, the participating producer could get his equitable return just 
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the same because the processing tax which makes up the benefit fund could be in- 
creased as the spread increased between the actual market price of the commodity 
and the fair exchanze value, This is a very important point, -.Only the man who 
participates benefits. 

A third way in waich the aims af production adjustment and parity price 
restoration may be realized under the act is through trade agreeménts with the 
processors and others handling the commodity. The Secretary of Agriculture may 
work out agreements with these agencies to raise the regular market price as near 
parity relationship as practicable, providing a sufficient number of farmers also 
will make certain ocroduction adjustments. 

Since the benefits under this method would come through a rise in the 
recular market price itself, no processing tax as such would be levied and col- 
lected by the covernment. The raising of the market price would be equivalent to 
the processors paying a tax. 4 

An additional alternative method for achieving the aims af the act ap 
plies to cotton only. Under it the Secretary of Agriculture may arrange for pro- 
ducets to reduce tacir production voluntarily and receive benefits under what is 
knom as the Smith option contract. Under this provision, in return for reducing 
his 1933 cotton »roduction thirty percent below his 1932 production, the cotton 
farmer would be given an option on an equal amount of cotton now held by the gov- 
ernment on farm board account. 

The cotton farmer would have tue option to buy a quantity of this stored 
cotton, equivalent to the quantity which wovld have been raised on the land he 
takes out of production, and to sell it on his om account any time up vo vonuary 


x 


1, 1934. The producer, therefore, would stand to profit by any rics ~1 the market 


Lops 
G 


in this period above the option price, plus incidental carrying t srse 


The cotton to be used in this option plan will be obteined from the 
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Federal Farm Board and from the Crop Production Loan Office by the Secretary of 
Agriculture ané the Secretary in turn will sell the options to cotton farmers who 
participate in the plan, The Secretary will not have to pay more than the current 
market price Tor the cotton; consequently, the cotton farmer will get an option to 
buy the cotton from the Secretary at the same price, 

Tie Smita cotton option plan, then, gives the producer the opportunity 
to profit on a quantity of cotton equivalent to the quantity he ceases to grow. 
This is not quite the same as receiving actual cash benefits, but the final out- 
come will not be greatly different. The producer, by reducing production, will 
make way for orice improvement on the quantity of cotton he actually raises and 
at the same time will take a profit on the quantity he holds on option. 

If all prices fell so that cotton, even though it still held its equit- 
able relationship with other prices, was below the option price, would the cotton 
farmer have to pay the full option price and take a loss in the subsequent sale 
of this cotton he had agreed to buy from the secretary of Agriculture? Mo. In 
no event would the producer be held responsible or liable for financial — in- 
curred in the holding of such cotton or on account of carrying charges therein, 

As previously indicated, the producers of a certain basic commodity may 
participate under one of several plans, This flexibility is a commendable feature 
of the Act, No one system of balancing production with consumption is adaptable 
to the production and marketing of all agricultural commodities. The rental plan 
which issues the benefits directly in return for taking acreage out of production 
may work best wits one commodity; alloting bsnefit rayments on that percentage oF 
the farmers! production which is consumed domestically, in exchange for as much 
reduction as is oracticable, may be more applicable to another commodity. Or mar- 
keting agreements with processors, associations of producers and others may suf~ 


fice to raise tne regular market price toward parity in another commodity. 
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Tne act also is flexible as regards tne application of the processing 
tax. It is recomized that because of the preseat great disparity between farm 
prices and other prices, a comparatively large processing tax would have to be 
collected at first if funds were to be accumulated for making benefit payments 
sufficiently larze to immediately raise the farmers! return to parity. And large 
processing taxes mignt have adverse effects on consumer demand. So it is provided 
in the act that the processing tax can be apvlied gradually - a matter to be deter- 
mined with great care following pudlic hearings with all grows concerned. 

Of course, tne processing tax will be adjusted from one marketing period 
to another so that it will not accumulate more than the quantity of money needed 
to raise the pees re'xrn to parity. The consumer can appreciate this vrovision 
because it protects him against paying more than a parity price for asricultural 
commodities, so far as the tax is concerned, In other words the parity provision 
of the Act is not only a desirable goal for farmere; at the same time it is from 
the consumers! standpoint a limiting factor beyond which the Act will not operate, 

Another flexible feature protects the taxed basic commodity from disad- 
vantages of excessive competition, The Act provides that if the collection of the 
processing tax on a basic commodity should result in any perceptible shift of 
consumers! demand to another commodity, the Secretary may levy and collect a com 
pensating tax on the competing commodity. This would prevent disadvantages to 
cotton from rayon competition, for exemple. 

A further provision exempts from taxation. that percentage of the commod- 
ity which is used in the manufacture of products of low value, such as bran in 
the case of wheat, if the imposition of the processing tax would prevent in whole 
or in large part the use of the commodity in the manufacture of such products. 

Quantities of the commodity which are delivered to organizations for 


charitable distribution or use shall be exempt from the tax. Exemption also may 
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be extended to quantities of the commodity processed by or for the producer; 


home-killed meats, for example. 


f 
i 


A question has been raised as to the power of the Secretary of Agricul- 
ture to handle unfair practices or such over-charging of the consumers by middle- 
men as Will defeat the purposes of the act by seriously affecting consumer demand. 
The Secretary has an effective weapon to deal with such instances in the licensing 
power, If it becomes necesSary to use this powee on the producers! behalf, he may 
license processors, asssociations of producers, and others engaged in the handling 
of any basic agricultural commodity. Then such licensees that frustrate the work- 
ing of the act will be liable to penalty. 
Will it be possidle to levy the processing tax without an unfavorable 


reaction from consumers, assuming that millers, packers, textile manvfacturers and 


other orocessors will attempt to pass tne full tax onto the consumers? [Little dis- 


turbance should result because even the total price paid the producer for each 


unit of the raw comnodity is a relatively small vercentage of the retail price 
paid by the consumer, In the case of wheat, for example, a processing tax of 60 
cents a bushel would increase the price of a loaf of bread by only about one cent. 
And it must be borne in mind that collection of the full processing tax (fair ex- 
change value of tne commodity minus the average market vrice) is not contemplated 
at the outset. Moreover the tax probably will not be applied wmtil after the pro- 
ducers have received their benefit payments and subsequently have stimulated gzen- 
eral business by spending this extra income. 

For another thing, there is no conclusive evidence that all of the 
processing tax will be passed on to the consumer. It is possible that the spread 
between the farm prices and retail prices could be reduced sufficiently throeh 


elimination of wasteful competitive practices, under trade agreements with the 
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Secretary of Agriculture, to permit raising of the farm price without a correspond-~ 
ing rise in retail prices. This would be enhanced with any anaes el in the gen- 
eral price level, because then the intermediate fixed charges would become a smail- 
er percentage of the price set on the manufactured commodity. 

As for tne producer, there is nothing to compel him to participate in the 
operation of the act. While it is a fact that most effective results for the whole 


a 


of agriculture would he had if practically all producers of the involved commodi- 
ties should participate, each producer is left free to decide for himself if he wil, 
adjust his own production and receive the benefits which this national plan pro- 
vides. 

So much for the general aspects of the adjustment section of the new farm 
act. The exact details of how the act will work on specific commodities cAmnot be 
learned vntil the rezulations are drawn up. Public hearings for the represezta- 
tives of all parties interested in the production, processing, and distribution of 
each commodity must be held before there will be definite regulations on the method 
for production adjustment, amount and date of benefit payments to participating 
farmers, amount and frequence of the processing tax. These earings will be in- 
cluded among the first business handled after the act goes into operation. 

Undoubtedly objections may be raised against the new farm act just as 
objections may be raised against any plan. The plan is open to the charge that 
ae? depends for success on Some uncertain thinzs, such as general participation of 
farmers. But it must also be remembered that tuere are hundreds of objections to 
the present situation, If we keep on with the present unbalance between production 
and effective demand, we may suffer from low prices for a number of years to coms. 
Apparently, the time has come when we must give up some of our pioneer individual- 


ism and subject ourselves to some degree of planned production for the common good 
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To restate the situation, our scale of production is badly out of joint 
with actual conditions, mostly because of a severe maiming of our foreign trade. 
Unfortunately, this obstacle will not nei ace promptly enough by international 
negotiation, even if successful, nor will an industrial revival in this country 
take wo the necessary slack. Although many people are of contrary opinion, do- 
mestic consumption of the major agricultural commodities has not fallen off so 
very mach from the pre-deoresSion levels, largely because farmers have sold at 
very low prices, Relief agencies have helped sustain consumption among the vun- 
employed. 

Many farmers fully appreciate the need for production adjustment, but 
they cannot afford to try it alone. Many farmers have deserted good rotations 


and proper soil conservation plans to iacrease production of cash crops in a 


ty 


eroic, but vain effort to make expenses. They need the assistance Which the new fan 
act vrovides for getting back to an orderly program. 
By combining in a nation-wide adjustment under the act, farmers of the 

United States would be striking through to a restoration of parity on farm prices 
and towards a sounder utilization of their farm resources. They would get a fairer 
share of wnat national income there ig now. They would get set to keep on secur- 
ing the same procortionate share as there occurs a general revival of all indus- 
EL 
Note to editors: The farm mortgage relief provision of the farm 

act will be administered first by the Farm Loan 

Commissioner and subsequently, when the Farm 

Loan Board is consolidated with other related 

agencies, by the Governor of the Farm Credit 

Administration. A review of that portion of the 


Act is therefore not included here, No doubt you 
will receive information from tne proper sources. 
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